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EXELUZ’IVE, SI.’M[MARY 
MORENCI WAFER AND ELEC:TKlC COMPANY 

DOCKET NOS. E-OP04YA-PI-0300 ANI) E-01049A-11-0311 

Staff will addres Kate Design wirh :espec: to Morenci’s electric sales (including 
proposed changes to Other Rates and Charges), the Line Extension and Meter Advance Policies, 
Rules and Regulations and the Purchased Power and Fuel Adjustment Clause (“PPFAC”). 

Staff makes the following iecommdatims 

Staff recommends approval ot the sates: proposed by Morenci, resulting in zero 
impacts to Residential and Small Commercial customers; 

a Staff recomriiends that Morenci be allowed to move customers using more than 
60,000 kWh per year into a new Large Commercial rate class; 

e Staff recommends that, as proposed by Morenci, the basic service charge (“BSC”) 
for Residential and Small Commercial customers be kept at its current $5.50 per 
month; 

e Staff recommends that, as proposed by Morenci, the BSC for Large Commercial 
customers be increased from $5.50 ‘io $35.00, resulting in a 1.33 percent increase 
in rates for that class; 

e Staff recommends that the EstablI skiment Charge for electrical service be 
decreased IC $40 arid that the iiitercsi :ate on customers’ deposits remain at 6 
percent; 

e Staff recommends that the other rates and charges be set as proposed by Morenci 
and as discussed in this testimony; 

e Staff recommends that the Line Extension and Service Line and Meter Advance 
Policies remain unchanged, as proposed by Morenci; 

e Staff recommends approval of the prqmsed revised procedure for recovery 
purchased power costs though the PPFAC, with the modifications and limits 
proposed by Staff herein; and 

e Staff recommends that Morenci file a Plan of Administration, as described herein. 
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INTRODUCTION 

Q. 

A. 

Please state your name, occupation, and basiness address. 

My name is Julie McNeely-Kirwan. I am a Public Utilities Analyst IV employed by the 

Arizona Corporation Commission (“Commission”) in the Utilities Division (“Staff ’). My 

business address is 1200 West Washington Street, Phoenix, Arizona 85007. 

Q. 

A. 

Have you previously filed testimony in the current rate case? 

Yes. I filed Direct Testimony concerning the Base Cost of Power, the DSM Adjustor 

Mechanism and the REST Adjustor Mechanism for Morenci Water & Electric Company 

(“Morenci”). 

SCOPE OF TESTIMONY 

Q. 

A. 

What is the scope of your testimony? 

In this Direct Testimony, I will address rate design with respect to Morenci’s electric sales 

(including proposed changes to Other Rates and Charges), the Line Extension and Meter 

Advance Policies, Rules and Regulations and the Purchased Power and Fuel Adjustment 

Clause (“PPFAC”). 

RATE DESIGN 

Has Staff prepared a schedule showing the existing rates and Staffs recommended Q. . m g  

A. 

rates? 

Yes. Schedule JMK-1 shows existing rates and Staffs recommended rates, which are the 

same as those proposed by Morenci. Staff has also prepared Schedule JMK-2, which 

shows the impact of the increase to the Basic Service Charge (“BSC”) proposed by 

Morenci and Staff. 
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Q. 

A. 

Q* 
A. 

Q. 

A. 

Are there any significant differences between the existing rate structure and the 

proposed rate structure? 

Yes. Currently, Morenci has only two rate classes: Residential and Commercial. (Mining 

customers are served under special contracts.) Morenci has proposed to create a new 

Large Commercial customer class for Commercial customers using over 60,000 kWh per 

year. Morenci has proposed to increase the monthly BSC for these customers from $5.50 

to $35.00. There are 36 customers in this class. 

Does Staff concur with this proposal? 

Yes. The current $5.50 BSC has been in place since 1985 and is the same for Residential 

customers and for all Commercial customers regardless of size. Most Arizona utilities 

have multiple non-residential customer classes based on usage (or demand), and higher 

usage is generally associated with higher monthly service charges. Staff believes that the 

increase from $5.50 to $35.00 for Large Commercial customers is reasonable. 

Please describe Staff's proposed rate design and its effect on Morenci's three 

customer classes. 

As shown in Schedule JMK-1, under the proposed rates at the Test Year consumption 

level, revenue from non-contract customers would increase by 0.5 1 percent. There would 

be no increase for Residential or Small Commercial customers, but Large Commercial 

customers would experience an overall 1.33 percent annual increase to their rates. 

OTHER RATES AND CHARGES 

Q. 

A. Yes. Morenci is proposing changes to some of its other rates and charges. Proposed 

Is Morenci proposing changes to its other rates and charges? 

changes are noted in bold. 
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$10 $30 
$10 $50 

cost cost cost 

Q* 
A. 

customer’s request 

Times Month 
Disconnected 
(minimum 3 
mnnths) 

Meter Test (if Meter 
accurate) 
Customer Requested Re- 
Read (if correct) 
NSF Check 
Late Charge 
Deposit ___- Requirement 
Interest on Customer 
Deposits 

I I I -- - - - - ---__I - 
Re-Connection of Service 1 I 

$10 $25 $25 

$10 $25 $25 
1.5% pes month 1.5% per month 1.5% per month 

Per Rule - Per Rule Per Rule 
6% 2% 6% 

Please discuss the Establishment of Service charge. 

In discussions with Staff, Morenci indicated that there is a $60 Establishment of Service 

charge for electric service and a separate and additional $60 Establishment of Service 

charge for water service. Staff notes that this charge has been in place since 1985, that 

Morenci is proposing to maintain rates at their 1985 levels for all but the Large 

Commercial class (which will experience a 1.33 percent overall increase), and that no 

complaints or opinions have been filed concerning this charge since at least January 2009. 

However, at $60, Morenci’s Establishment of Service charge is out of line with other 

utilities and is not reasonable. Staff recommends that the Establishment of Service fee be 

reduced to $40. 
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Q. 
A. 

Q. 

A. 

Q. 

A. 

Should Morenci’s revenue requirement be adjusted in light of this proposed change? 

No. The impact of this proposed revision to Morenci’s is de minimis and does not require 

an adjustment to the Morenci’s revenue requirement. 

Please discuss the Re-Establishment of Service charge and the charge for moving the 

meter at the customer’s request. 

Morenci is not proposing to change its Re-Establishment of Service charge, which has 

been in place since 1985, nor has it proposed to change the monthly minimum that is the 

basis for the Re-Establishment of Service charge. Staff agrees that it is reasonable to 

maintain the Re-Establishment of Service charge at its current level. 

Morenci is also not proposing to change the charge for moving a meter at the customer’s 

request. Morenci sets the charge for this service at Morenci’s cost. Staff agrees that it is 

reasonable to maintain the charge for moving a meter at a customer’s request at cost. 

Please discuss the proposed changes to the Re-Connection of Service and Customer 

Requested Meter Re-Read fees. 

The current charges have been in place since 1985, and Staff believes the proposed 

increases are reasonable. Based on information provided by Morenci, the Re-Connection 

of Service and Meter Re-Read charges proposed by Morenci are lower than the actual cost 

of providing these services. 

Staff notes that customers would not be charged for a Customer Requested Re-read, in the 

event the original read was incorrect. 
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Q. 
A. 

Q. 
A. 

Q. 

A. 

Please discuss the charge for the Customer Requested Meter Test. 

Morenci is not proposing to change the charge for testing a meter at the customer‘s 

request. Morenci sets the charge for this service at Morenci’s cost. Staff agrees that it is 

reasonable to maintain the charge for testing a meter at a customer’s request at cost. 

Staff notes that customers would not be charged for a Customer Requested Meter Test, if 

the meter is found to be inaccurate. 

Please discuss the NSF Check charge and the Late Charge. 

Morenci is proposing to increase the NSF Check charge from $10 to $25. A $25 charge 

for NSF Checks is the approximate standard among Arizona utilities and is reasonable. 

Morenci proposes to maintain the late charge at its current level of 1.5 percent per month. 

Staff views this charge as reasonable. 

What is Staffs recommendation regarding Morenci’s proposed change to the 

interest rate on customer deposits. 

Staff recommends that the interest rate on customer deposits remain at 6%. 

LINE EXTENSION AND SERVICE LINE AND METER ADVANCE POLICIES 

Q. 
A. 

What is Morenci’s current line extension policy for electric customers? 

Residential customers are allowed up to 100 feet of free footage. 

customers receive no free footage. 

Non-residential 

For customers whose line extensions exceed the allowable free footage, after taking the 

free footage into account, Morenci considers the estimated cost of construction, the 
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estimated operating revenues, and the estimated operating expenses in order to determine 

the required advance. Any part of the advance paid by the customer not refimded after 

five years is considered a contribution in aid of construction and is no longer refimdable. 

Q. 
A. 

Q. 

A. 

Q. 

A. 

Q. 
A. 

Is Morenci proposing to change its electric line extension policy? 

No. Roy Archer, on page 24 of his Direct Testimony, states that the existing line 

extension policies are appropriate, and that changing the policies would neither spur nor 

inhibit growth. Morenci experiences little growth and its service territory is relatively 

small, with limited potential for lengthy line extensions. 

Does Staff agree that Morenci’s current line extension policy does not need to be 

changed? 

Yes. Staff agrees that Morenci’s current line extension policy is appropriate. 

Please describe Morenci’s service line and meter advance policy for its Electric 

Department. 

Morenci has the same free footage allowance in its service line and meter advance policy 

as it has in its line extension policy: 100 feet for residential customers and nothing for 

non-residential customers. Customers pay for any excess beyond the free footage as a 

contribution in aid of construction. There is a $50 advance refundable at 10 percent of the 

annual net revenues from the meter, applied as a credit to the customer’s November bill 

each year, until fully paid. 

Is the Company proposing to change its service line and meter advance policy? 

Morenci is not proposing any substantive changes to its service line and meter advance 

policy for the Electric Department. 
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RULES AND REGULATIONS 

Q. 

A. 

Is Morenci planning to make any substantive changes to its Rules and Regulations? 

No. Morenci has adopted the Rules of the Commission as the basis for its operating 

procedures. For electric service, A.A.C. R14-2-201 through R14-2-2 13 will be controlling 

for electric service, absent any Commission orders providing otherwise. 

PURCHASED POWER AND FUEL ADJUSTMENT CLAUSE (“PPFAC”) 

Q* 
A. 

Q. 
A. 

Q. 

A. 

What is the Company proposing with respect to the PPFAC? 

In his supplemental testimony, Morenci witness Dan Neidlinger proposed a revised 

procedure for recovering purchased power costs through Morenci’s Purchased Power and 

Fuel Adjustor Clause (“PPFAC”). 

How much of its energy supply does Morenci purchase? 

All of it. Morenci has no generating facilities. 

Would this proposed revised procedure impact all of Morenci’s purchased power 

costs? 

No. Approximately 98 percent of Morenci’s power goes to the Morenci and Safford 

mines under special contracts, and is not recovered through the PPFAC. Under these 

special contracts, Morenci recovers the actual purchased power costs from the mines each 

month. Morenci does not, at this time, propose to revise the method for recovering power 

provided under the special contracts. 
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Q* 

A. 

Q. 

A. 

Q* 

A. 

What customers would be impacted by Morenci’s proposed revised procedure for 

recovering purchased power costs through the PPFAC? 

Its non-mining Residential and Non-residential customers, who purchase approximately 2 

percent of its load. 

Please describe the revised procedure for recovering purchased power costs through 

Morenci’s PPFAC. 

Morenci proposes to reset the PPFAC every six months on an automatic basis, without 

Commission approval, but subject to Staff review. The resets would be implemented on 

June 1 and December 1 of each year, and incorporating a true-up and a forward 

component. Morenci would file its application in Docket Control and provide Staff with 

detailed calculations supporting the adjustor resets on April 15’ and October 15’ of each 

year. The rates would go into effect on June 1 and December 1, unless suspended by the 

Commission. 

What is the purpose of the proposed revision to the procedure for recovering 

purchased power costs through Morenci’s PPFAC? 

On page 2 of his supplemental testimony, Dan Neidlinger states that the revised 

procedures for recovering purchased power costs through the PPFAC would provide for 

“more timely changes to the PPFAC adjustor thereby eliminating these large swings in 

undedover-collected balances.” He states that the new procedures should also “provide 

for better stabilization of monthly bills to residential and commercial customers.” 
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Q. 

A. 

Q. 

A. 

Q. 
A. 

Q. 
A. 

What are the potential benefits to ratepayers of the new procedure proposed by 

Morenci? 

The potential benefits include the more timely return of over-collected balances and an 

increased chance of avoiding large under-collected balances (the recovery of which can 

lead to rate shock). 

Has Morenci proposed a cap in relation to its proposed revised procedure for 

recovering purchased power costs through its PPFAC? 

Yes. Morenci has proposed an overall cap equal to 1.25 percent of its proposed base cost 

of $0.0500, meaning that the PPFAC rate can not be increased to more than $0.01250 per 

kWh. 

Does Staff concur with Morenci’s proposed cap on increases? 

No. Instead, Staff proposes a cap on increases of $0.00400 every six months. This would 

allow an increase of $2.42 on an average Residential bill of $5 1.57, or an approximately 

4.68 percent increase every six months. Staffs cap would limit rate shock for Morenci 

customers and also allows Morenci flexibility over time. 

Would Staff’s proposed cap apply to decreases to the PPFAC? 

No. Staffs proposed cap would not apply to decreases. Morenci may decrease the 

PPFAC rate to whatever level is required in order to appropriately address any over- 

collections. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Does Staff have any specific recommendations concerning Morenci’s proposed semi- 

annual filing? 

Yes. If a revised PPFAC procedure is approved, Staff recommends that the applications 

include bill impacts on Residential customers of any proposed increase or decrease in the 

PPFAC rate. 

Does Staff have any recommendations concerning Morenci’s proposed revision to the 

procedure for recovering purchased power costs? 

Yes. Staff should retain the ability to bring resets of the PPFAC rate before the 

Commission outside of the twice-yearly automatic process discussed herein, based on new 

information or in the event that issues arise with respect to the PPFAC rate. 

What if Morenci develops an under-collected balance that can not be resolved 

through the process proposed by Morenci? 

Morenci would then be able to file for an increase greater than allowed by the cap, 

although such an increase would require Commission review and approval and would not 

be part of the automatic process proposed by Morenci. 

Would the cap apply to any adjustment ordered by the Commission outside the 

twice-yearly automatic process? 

No. 

PLAN OF ADMINISTRATION 

Q. 

A. 

Should Morenci file a Plan of Administration? 

Yes. Morenci should file a proposed Plan of Administration (“POA”) for its PPFAC in 

this docket as a compliance item, within 90 days after the completion of the current rate 
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case. The POA should be filed for Staffs review and recommendation, subject to the 

Commission’s approval. 

Q. 
A. 

Q. 
A. 

What should be included in the POA? 

The POA should include, but not be limited to, definitions, procedural details, types of 

allowable costs, schedules, and reporting requirements. 

Does this conclude your Direct Rate Design Testimony? 

Yes, it does. 
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EXECUTIVE SUMMARY 
MORENCI WATER AND ELECTRIC COMPANY 

DOCKET NO. E-01049A-11-0300 AND W-01049A-11-0311 

This testimony includes Staff recommendations for the Water Department of Morenci 
Water and Electric Company (“Company”) related to rate design, and to Other Rates and 
Charges. Staffs rate design recommendations are consistent with the cost of providing service, 
and for non-industrial customers include an inclining block (“tier”) structure under which the 
unit price of water increases as usage increases. The inclining block structure, also proposed by 
the Company, promotes the efficient use of water. Staff recommends expanding the price 
differentials between tiers. Staff recommends removing all water usage currently included in the 
monthly basic service charge to avoid the appearance that water usage is “fi-ee.” This sends a 
stronger price signal to use water efficiently. The consequence of Staffs rate proposals is to 
reduce the level of increase in bills for the median and average customers, relative to the 
Company’s proposals. 

Staff recommends some adjustments to the Company’s proposed monthly basic service 
charges to better reflect the potential rates of water use @e., instantaneous demand) associated 
with different meter sizes. Staff recommends a flat rate structure for industrial customers. Both 
the Company and Staff are recommending that Morenci and Clifton customers continue to be 
served under separate rate structures and that the rate increase be phased in over three steps. 

Impacts on average and median customers for Morenci and Clifton are shown on the 
following summaries. 
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I. 

Q. 
A. 

Q. 
A. 

Q* 
A. 

Q. 
A. 

INTRODUCTION 

Please state your name, occupation, and business address. 

My name is Bentley Erdwurm. I am employed by the Arizona Corporation Commission 

(“ACC” or “Commission”) in the Utilities Division (“Staff”). My business address is 

1200 West Washington Street, Phoenix, Arizona 85007. 

Briefly describe your responsibilities. 

I perform cost-of-service, rate design, economic, statistical and regulatory policy analyses 

and as an expert witness prepare reports and testimonies to present Staffs 

recommendations to the Commission. 

Please describe your educational background and professional experience. 

I earned my Master of Science in Economics from Texas A&M University, and my 

Bachelor of Arts from the University of Dallas. I have over thirty years of utility 

experience in the areas of cost allocation and rate design, forecasting, valuation and fair 

market value determination, and utility acquisitions. I have testified before state 

regulators in Arizona, Texas and Alabama on these issues. I have been employed by the 

Public Utility Commission of Texas (1 982-85), Alabama Gas Corporation (1 985-91), 

Tucson Electric Power Company (1991-99 and 2006-10) and Arizona Public Service 

Company (1 999-2005). 

What is the scope of your testimony in this case? 

I am presenting Staffs analysis and recommendations regarding rate design for the 

Morenci Water & Electric Company’s (“Company”) water system, which serves Morenci 

customers and Clifton customers under separate tariffs. Additionally, I am addressing the 

levels of the Other Rates and Charges (establishment and reestablishment of service, 
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reconnection, meter test, meter re-read, non-sufficient hnd (‘WSF”) charges, late charge, 

and interest paid by the Company on customer deposits), as applicable to water customers. 

Q. 
A. 

Please summarize your recommendations. 

First, Staff agrees with the Company’s proposal that separate rates should apply to the 

Morenci and Clifton service areas. Currently, Morenci and Clifton customers are served 

under separate rates. 

Second, Staff supports a phase-in of rates as proposed by the Company subject to Staffs 

proposed rate modifications as addressed herein. A three-step phase-in helps mitigate 

sudden large increases in customers’ bills and provides time for customers to adopt 

lifestyle changes that may affect their patterns of water use. 

Third, Staff agrees with the Company’s proposal to remove fiom the monthly basic 

service charge (customer charge) the first 3,000 gallons of monthly water use that 

currently is included in the charge. 

Fourth, Staff proposes an inclining block (inclining tiered) rate structure such that the first 

tier price (i.e., the price for the first 3,000 gallons of monthly water usage) is lower than 

the second tier price, and the second tier price is lower than the third tier price. The third 

tier price is applicable to consumption in excess of some threshold level that typically 

exceeds usage attained by smaller customers in a customer group (e.g., customers served 

with a certain sized meter). The Company has also proposed an inclining block rate 

structure; however, Staffs recommended design incorporates a larger price differential 

between the second and third (highest) tiers. From the standpoint of this price differential, 

Staffs design is “more inclining.” The consequence of Staffs rate proposal is to reduce 
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the level of increase in bills for the median and average customers, relative to the 

Company’s proposals. Under Staffs proposals, the highest usage customers will 

generally pay a higher average price for the water commodity, a result conducive to 

promoting the efficient use of water. 

Fifth, Staff recommends some adjustments to the Company’s proposed monthly basic 

service charges to better reflect the potential rates of water use (i.e., instantaneous 

demand) associated with different meter sizes. Concurrently, Staff recornmends 

adjustment in the size of usage tiers associated with different meter sizes. Larger meters 

provide customers the ability to use water at faster rates. This potential demand may 

necessitate added infi-astructure. Customers with larger meters should pay higher monthly 

basic service charges to reflect their higher potential usage rates; however, these 

customers also should be able to purchase more water under the lower priced tier(s). Staff 

is recommending that tiers be sized to prevent situations where a customer has an 

incentive to “game” the tariff by requesting an unnecessarily large meter solely to qualify 

to purchase more gallons at a lower price per unit. The Company’s proposed rates in 

some instances provide incentives to request an overly large meter. 

Sixth, Staff recommends a flat rate structure for industrial customers. 

And seventh, Staff recommends approval of Other Rates and Charges (establishment and 

reestablishment of service, reconnection, meter test, meter re-read, NSF charges, late 

charge, and interest paid by the Company on customer deposits) as applicable to water 

customers as proposed by the Company, except that the $60.00 fee for service 

establishment should be reduced to $40.00, and that the level of interest on customer 

deposits should remain at the current level. 
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11. 

Q. 

A. 

Q. 

A. 

RATE DESIGN 

Please discuss further the issue of removing the 3,000 gallons of water use from the 

monthly basic service charge. 

The practice of including the first 3,000 gallons of monthly water use in the basic service 

charge sends a false price signal that the reduction in a customer’s water use fiom 3,000 to 

2,000 (or to 1,000 or zero) provides no benefit to the system. Efficient pricing requires 

that the price of any product should reflect additional costs incurred to supply the product. 

Currently, the customer pays no additional charge when he increases usage fiom zero to 

3,000 gallons per month. The first 3,000 gallons of water appears fiee, so there is less 

incentive to use water wisely. The Company has proposed a gradual phasing-out of the 

fiee water use in the monthly basic service charge. Under the Company’s proposal, the 

“fiee” water use is reduced to 2,000 gallons per month in Step 1 of the rate 

implementation, further reduced to 1,000 gallons per month in Step 2, and eliminated 

entirely in Step 3. Staff proposes removing fiom the monthly basic service charge all 

3,000 gallons of fiee water use per month in Step 1 of the phased rate increase. Under the 

Staff proposal, the first tier of water use will be defined as the first 3,000 gallons of 

monthly usage under all three steps of the rate phase-in. Under Staffs proposal, water use 

never appears fiee. 

Please further discuss Staffs recommended inclining block (inclining tier) rate 

design structure? 

With an inclining block structure the average price per unit for the commodity component 

of the bill increases as usage increases. Inclining block structures encourage the efficient 

use of scarce water resources. Staffs recommended rates (with the exception of the 

industrial rate) follow a three-tiered structure with first-tier consumption priced at the 

lowest level and third-tier consumption priced at the highest level. Under Staffs 
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recommendations, the first tier is defined as the first 3,000 gallons of water use per month 

(ie., 1-3,000 gallons). For customers with a 5/8-inch meter (the majority of customers on 

the system), Staff recommends that the second tier be defined as the next 5,000 gallons of 

water use per month (i.e., 3,001-8,000 gallons), and that the third tier be defined as water 

use in excess of 8,000 gallons per month. Under Staffs recommendation the size of the 

second tier of consumption (in gallons per month) - and therefore the threshold for third 

tier consumption - increases as meter size increases. 

Q. 
A. 

Q. 
A. 

Please explain why monthly basic service charges increase as meter size increases. 

A customer with a larger meter has the ability to consume more water over any given 

period of time. Staffs proposed monthly basic service charges are based, in part, on the 

cross-sectional area of the meter. The cross sectional area determines the maximum rate 

at which a customer could use water. Increasing this rate of potential water use may 

require an expansion in a system’s capacity needs and increase the capital spending 

necessary to meet these needs. More closely tying a customer’s monthly basic service 

charge to meter size more fairly allocates “demand-related” system costs to customers 

whose meter choice may necessitate increased capital spending. 

Has the Company proposed larger monthly basic service charges for larger meters. 

Yes. However, relative to Staffs recommended charges, the Company-proposed monthly 

basic service charges are less correlated with meter size. As such, some of the Company- 

proposed charges understate the potential for customers with larger meters to impose 

demands on the water system. Monthly basic service charges currently are not 

differentiated by meter size; therefore the Company’s proposed rate structures with less 

variation in monthly basic service charges result in smaller bill impacts to some customers 

with larger meter size and relatively low use (given the meter size). The Company’s 
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proposed rate design adheres to the rate design goal of “gradualism”, which is 

characterized by tempered rate structure changes that help mitigate the size of adverse bill 

impacts. However, gradualism is not the only goal of rate design. Rates must also reflect 

cost causation to be fair to the various customers. Staffs recommendations facilitate a 

more equitable recovery of system costs, appropriately reducing the cost burden borne by 

customers with smaller meters and increasing the burden on customers with larger meters. 

This change in rate structure is timely and appropriate given the larger potential demands 

of customers with larger meters, and given that a substantial portion of costs are recovered 

through the monthly basic service charges. 

Q. 

A. 

You stated that Staff is recommending that tiers be sized to prevent situations where 

a customer has an incentive to “game” the tariff. Please discuss. 

Staff recommended tier size is set to eliminate opportunities for a customer to request an 

unnecessarily large meter solely to qualify to purchase more gallons at a lower price per 

unit. Customers with larger meters pay higher basic service charges, but also should be 

able to purchase more gallons of water at the lower price associated with a lower tier. If 

for a certain meter size and for the next larger meter size there exists too small a 

differential (or a nonexistent differential) between the monthly basic service charges 

relative to the value associated with being able to purchase more gallons under a low- 

priced tier, a customer has an incentive to request the larger meter solely to lower his 

monthly bill, and not because he requires the ability to consume water at a faster rate. 

This perverse incentive could promote the installation of overly large (and unnecessary) 

facilities, and would be contrary to the efficient use of resources. 
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Q* 
A. 

Q- 
A. 

Did Staff incorporate the inclining tiered rate structure into the industrial rate? 

No. Industrial customers often use water in quantities that can justifjr more concerted 

efforts on the part of these customers to curtail wastehl or unnecessary water use. The 

“flat rate” industrial recommendation is consistent with Staffs recommendations for 

recent water cases filed with the Commission. Specifically, Staff supported flat industrial 

rates in the Arizona Water Company - Western System general rate case (Docket No. W- 

01 445A-10-05 17); flat industrial rates were incorporated into the associated 201 2 

Settlement Agreement applicable to Arizona Water Company - Western System; and Staff 

supported flat industrial rates in the Arizona Water Company - Eastern System (Docket 

NO. W-Ol445A-11-0310). 

What factors influence your rate design recommendations? 

In addition to sending price signals that encourage the efficient use of water, Staff 

considered cost-of-service, the ability of customers to understand the rate design, usage 

trends, potential impacts of the rate design on the Company and the matching of revenue 

generated and costs incurred to provide service, customer impacts, and the ability of low- 

income and fixed-income customers to afford a level of service sufficient for basic needs. 

While Staff considered a larger price differential between rate tiers to provide additional 

incentives to use resources wisely, Staffs rates limit the differential to mitigate the 

potential compounding of adverse rate impacts related to the varied and significant 

proposed rate design changes. As mentioned above, Staffs proposed changes in monthly 

basic service charges, while appropriate to reflect costs, already result in some significant 

bill impacts. 
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Q. 

A. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

Did you prepare a summary of the Company’s proposed rates and Staffs 

recommended rates? 

Yes. Schedules DBE-1, DBE-2 and DBE-3 present a summary of the Company’s and 

Staffs proposed rates, along with details on tiers for Step 1, Step 2, and Step 3, 

respectively. 

Did Staff prepare typical bill analyses? 

Yes. 

Company proposed rates and Staff recommended rates, respectively. 

Schedules DBE-4 and DBE-5 show present and proposed monthly bills under 

Did Staff prepare analyses of revenue recovery by meter size? 

Yes. Schedule DBE-6, Schedule DBE-7 and Schedule DBE-8 show the expected 

revenues for the Morenci and Clifton portions of the Company’s water system resulting 

fiom the application of rates (Company and Staff-proposed) to billing determinants 

(number of bills and usage by tier). Rates are designed to produce revenues as 

recommended by Staff witness Ms. Crystal Brown. 

Please discuss Staffs recommendations on Other Rates and Charges (establishment 

and reestablishment of service, reconnection, meter test, meter reread, NSF charges, 

late charge, and interest paid by the Company on customer deposits) as applicable to 

water customers as proposed by the Company. 

Staff recommends approval of most Other Rates and Charges as applicable to water 

customers, as proposed by the Company. Staffs recommends, however, that the current 

$60.00 fee for Establishment of Service be reduced to $40.00, and that the level of interest 

on customer deposits should remain at the current level. 
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Q. 

A. Yes, it does. 

Does this conclude your Direct Testimony? 
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